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US President Bill Clinton's decision to offer loan guarantees to Mexico totalling up to US$40 billion
has once again opened the Mexican government's political and economic policies to scrutiny in
the US Congress. Similar debate over Mexico's economic and social policies emerged in Congress
in late 1993, when US legislators were debating whether to ratify the North American Free Trade
Agreement (NAFTA). The agreement was eventually ratified by the US House and Senate in
November of 1993 (see SourceMex, 11/17/93 and 11/24/93). The package of loan guarantees is
intended primarily to help President Ernesto Zedillo's administration stabilize the peso by making
enough foreign reserves available to cover the government's debt obligations and meet all dollar
demand by investors who decide to pull their capital out of Mexico.
Among other things, the loan guarantees would allow Mexico to offer higher interest rates to convert
expiring short-term Treasury bonds into longer-term investment. The guarantees would also allow
Mexico to borrow money to cover the roughly US$25 billion in loan guarantees that mature this year
if the bond holders refuse to roll over their investments. Any loan guarantees promised by the US
administration, however, must first be approved through enabling legislation by the US Senate and
House of Representatives.

Deliberations similar to NAFTA debate
On Jan. 12, when President Clinton first announced an agreement with Republican and Democratic
leaders in the House and Senate to provide the guarantees to Mexico, there was little initial debate.
However, arguments that were originally voiced during the NAFTA debate have now begun to
reappear, with members of both the Republican Party and the Democratic Party expressing doubts
about Mexico's economic and political policies. In most cases, members of the two parties have said
they will support the loan guarantees as long as certain conditions are attached. On the other hand,
some Democrats have complained that President Clinton has been listening more to the concerns
raised by Republicans than those offered by members of his own party. In the case of Democrats,
Representatives David Bonior of Michigan and Barney Frank of Massachusetts have been seeking
language in the enabling legislation that would require Mexico to enact social changes, such as an
overhaul of the Mexican political system and improvements in worker rights in Mexico.
Republicans, meantime, are seeking safeguards against imports and a reduction in the cost of the
package to US taxpayers, and they have even begun to attach other marginally related issues to
the bill. For example, Rep. Lincoln Diaz- Balart of Florida, who represents a district comprised of a
high percentage of Cuban-Americans, would like conditions in the aid package that would pressure
Mexico to support the US economic embargo against Cuba. In recent years, Mexico has been one
of the strongest opponents of the embargo. Other Republican legislators are seeking to extract a
promise from Mexico to take decisive steps to reduce illegal immigration to the US, and to establish
a currency board to peg the peso to a fixed rate in relation to the US dollar, which would prevent
Mexican imports from flooding the US. Another proposal, floated by Sen. Phil Gramm of Texas,
suggests that Mexico create an independent institution similar to the US Federal Reserve Board.
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According to Gramm, Mexico's central bank (Banco de Mexico) is currently not independent enough
from the executive branch to properly manage monetary policy. Former president Carlos Salinas de
Gortari gave the Banco de Mexico full independence in June 1994, but some analysts have criticized
the institution for not having taken decisive independent action during the peso crisis, instead
allowing the executive branch to dictate its policies.
In an interview with United Press International, financial analysts said the Zedillo administration
may be willing to expand the mandate of the Banco de Mexico, but probably not to create a separate
institution altogether, as proposed by Sen. Gramm. Finally, a group of conservative Republicans
such as Sen. Jesse Helms of North Carolina and Rep. Duncan Hunter of California are opposing
any loan guarantees to Mexico under any circumstances. These legislators have been joined by
former presidential candidate Patrick Buchanan, who also led a campaign against NAFTA during
the debate in Congress. "People are beginning to realize that the only emergency right now is
that there are some banks in New York that are expecting some money and they are not getting
it," Buchanan told reporters. Sen. Helms, who is chairman of the Senate Finance Committee, has
threatened to hold "exhaustive" hearings on the pros and cons of the Clinton administration's
proposal. Notwithstanding the varying bills in Congress, the Clinton administration has promised to
push for legislation that does not impose any conditions on Mexico.
On Jan. 18, Clinton conceded that the proposed package of loan guarantees must in fact be
scrutinized by the US Congress, since this is part of the US political process. However, he
also emphasized that the US had no intention of "micromanaging the Mexican economy, nor
violating its sovereignty." On Jan. 21, in an attempt to rally public support for the plan, the Clinton
administration issued a report saying 770,000 US workers have jobs that depend on exports
to Mexico. "This study demonstrates how important it is to the American people that the US
government act decisively to restore confidence in the Mexican economy," said Treasury Secretary
Robert Rubin. "A robust Mexican economy provides a large market for our exports, which translates
into jobs for American workers."
In response to concerns that the assistance would create a burden to US taxpayers, US Treasury
Secretary Robert Rubin emphasized that the package would in fact have little impact on the US
budget. He said Mexico would have to pay a substantial upfront fee for the guarantees (similar to
an insurance premium), thus providing the US with a profit, while at the same time discouraging
Mexico from actually drawing on the loan guarantees to avoid such payments. In fact, rather than
provide Mexico with cash reserves, the loan guarantees would simply be aimed at backing up the
country's financial credibility to allow it to obtain separate loans from private sources at lower
interest rates.
On Jan. 25, US Federal Reserve Chairman Alan Greenspan endorsed the package, suggesting that
the assistance was not just for Mexico but for the international financial system. "The objective of
the proposed guarantee program is to halt the erosion in Mexico's financial capabilities before it has
dramatic impacts far beyond those already evidenced around the world," he said, citing not only
Argentina and Brazil, but also other developing countries in Asia and in central Europe. The actual
timing of the vote remained uncertain as of late January, however. Some Republican leaders in the
House have said they would like to postpone a vote on the measure until after legislators take a vote
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on an amendment to the US Constitution to require a US balanced budget. House Speaker Newt
Gingrich has given mixed signals on the timing of a vote in the House, first raising the possibility
on Jan. 23 that the measure could be brought up for consideration by the end of January. Two days
later, however, Gingrich changed his predictions about the time needed for Congress to reach
an agreement, given the general lack of support from the US public for the assistance, and the
inability of President Clinton to promise widespread support from members of his party. Indeed,
the continuing uncertainty about the fate of the assistance package in the US Congress caused some
concerns among investors in Mexico.
During the week of Jan. 16-20, the main price index (Indice de Precios de Cotizacion, IPC) at the
Mexican Stock Exchange (BMV) lost about 7.4% in value because of the delay in the vote. The
IPC continued to show a weak trend at the beginning of the following week, due to continuing
uncertainty over whether the loan package had enough support. According to prominent political
and economic analyst Sergio Sarmiento of Reforma newspaper, the outcome of the congressional
vote on the package of US assistance could have long-term repercussions for the BMV, even though
assistance is available from other sources such as the International Monetary Fund (IMF). "If there is
a decision in Washington to approve the loans at least the markets will calm down," Sarmiento said.
"Regardless of whether it's a magic solution, investors are assuming it's crucial."
Indeed, President Clinton's original announcement on Jan. 12 that his administration would seek
the US$40 billion in loan guarantees for Mexico seemed to restore some confidence among foreign
investors. During its weekly auction of Treasury bonds (Tesobonos) on Jan. 17, the Banco de Mexico
sold all US$400 million that were offered at that time at an average interest rate of 19.75%. According
to analysts, the bonds attracted strong interest from both foreign and Mexican investors. However,
they cautioned that the successful auction was "only a good beginning." On a related matter, on Jan.
19 Stanley Fischer, the IMF deputy director, reported that a team from the Fund have begun to hold
meetings with representatives of the Zedillo administration on a possible standby IMF loan of US
$3.5 billion for Mexico. Of the total, roughly one-quarter of the money would be available as soon
as the agreement takes effect in early February. The rest would be released gradually, depending
on Mexico's ability to meet certain short-term economic targets imposed by the IMF. (Sources:
Deutsche Press Agentur, Reforma, Notimex, 01/18/95; El Financiero, 01/19/95; Agence France-Presse,
01/17/95, 01/18-20/95; New York Times, 01/19/95, 01/21/95; United Press International, 01/20/95;
Reuter, 01/19/95, 01/23/95; Associated Press, 01/21/95, 01/22/95, 01/25/95; Washington Post, 01/24/95)
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